4245. 8- H
Mar 86

J

........

Chapter |V
MANAG NG THE DoD VE ORGANI ZATI ON

Introduction

To be successful and attain its full potential, a managenent program
requires close supervision by those responsible for achieving its objectives.
This is particularly true of VE because of the critical need to allocate scarce
VE resources to maximze the return on their use. This chapter discusses sone
of the considerations for a nanager seeking to organize, operate, and neasure
a VE programin the DoD. Collectively they provide a nethod of directing VE
efforts toward a maxi mum contribution to better val ue.

Devel oping a VE Policy

VE programs in industry and Government are usually intended to be a purpose-
ful, planned approach to cost reduction, which make use of the best rel evant
tools of science, engineering, and industrial managenent. Establishment of
such a program does not, of itself, assure an effective approach to cost reduc-
tion. A productive VE capability requires strong and active top managenent
invol vement. A powerful indication of this is an affirmative policy statenent
on VE issued by top nanagement. Wthin the DoD, involvenment is denmonstrated
by the policies contained in DoD Directive 4245.8, “DoD Val ue Engi neering
Program” My 7, 1984.

Each DoD Conponent subsequently issued a document inplenenting its program
in accordance with the policy statement issued by the OSD. Although overall
uniformty is desirable, nevertheless, each subordinate elenent tailored its
policies to satisfy its needs and conply with its procedures. Cenerally these
i npl ementing Directives include requirements to:

0 Centralize policy direction and responsibility for assuring inple-
mentation of overall VE policies.

0 Establish VE goals for subordinate conponents.

0 Initiate procedures for periodic managenment review of progress and
overal | status.

0 Expedite the objective evaluation of VEPS and VECPS and rel ated
contract changes.

0 Ensure that persomnel charged with various facets of the DoD VE
program are adequately trained.

0 Provide adequate funding to operate and support VE activities.

A statenent-of policy fromtop managenment does not guarantee a successful
program  Managenent nust denonstrate continuing personal involvenent to
enphasi ze the inportance of the program and to encourage participation at
all levels of the organization.

A,
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Nature of the VE |nvestnent
A. Total Benefits

The intent of a VE effort is to mnimze the total cost of a product
or capability. VE is a neans to help the line organization inprove the val ue
of the product. VE efforts have produced both dollar savings and nonnonetary
benefits. Although the nonmonetary benefits resulting from VE cannot be pre-
-cisely neasured, nevertheless they are substantial. Further inprovement in
t hese characteristics benefit both the Governnent and the contractor. Thus ,
prior to determning the structure and magnitude of the VE investnent, the
nature of the overall benefits likely to accrue should first be considered.

B. Resources Needed
1. Dollars

The total investment in a VE program may be viewed from several
aspects. One viewis to consider that the investment in VE has three
conponents.  First are the “indirect” costs of planning and-operating a VE
program including such itens as training, pronotional materials, notivational
exercises, etc. The second consists of the cost of generating and review ng

specific VE proposals. However, the success of the DoD VE programis neasured
by the savings frominplenmented VE actions. Therefore, the third cost conponent

associated with a VE programis the cost to inplenent accepted VE proposals.

The budget for a VE program nust include the funds necessary for inplenentation
to elimnate inpedinents such as “no noney for test” or “no noney available to

purchase sanples.” For instance, the VE program nay require nore noney for

i npl enmentation and test costs than is required for the direct cost of the VE
studies. On the other hand, resulting savings may total nore than 10 to 20
times the cost of the studies. To take advantage of this potential yield,

i npl enent ation funds have to be nmade avail abl e.

2. Personnel (Level of Effort)

In addition to a dedicated individual to nanage the program
experience in industry and the DoD indicates that a mninmmlevel of effort
is at least one full-tine value engineer per one hundred (100) design or pro-
duction personnel. Another reasonable index devel oped fromthe experience
within DoD and contractor activities is to commt 0.1 percent to 0.5 percent
of total annual dollar volume as an initial operating budget for VE. For
procuring activities, one full-time value engineer for each 50 enpl oyees is
reasonabl e. (These indices are guidelines and should not be considered
inflexible requirements.) This ratio may vary considerably depending upon
the degree of in-house specification analysis undertaken. The |evel of
effort to be applied also varies with the nature of the VE organi zation,
and the type of operation at the activity; i.e. , the percent of design,
devel opnent, and production; the type of product or services, etc. Also
the need for dedicated people may be reduced if there are trained people
in the organi zation who perform VE as an integral part of their job and can
be nmade avail able for special intensive reviews.

Sone organizations have applied a rovel procedure for providing
the funds necessary to sustain a VE program The VE programis funded at an
initial level which managenent deens a reasonable investnent risk. As the
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actual dollars saved becone available, a portion of the savings is channel ed
into the VE programto replace expended funds. This accounting procedure
permts a VE programto sustain itself on a portion of the actual savings that
is achieved. The renainder is returned and utilized for other purposes. The
process is somewhat simlar to DoD operations supported by the stock fund
concepts. This arrangement provides a continuing current assessnent of the VE
program and acts as a strong stinulus to encourage identifiable and verifiable
results.

c. Rates of Return

The factors used to calculate rate of return will vary in accordance
with the way the VE programis organi zed, and the manner in which indirect
costs are allocated. COften, net savings to investnent ratios of 15 to 1, or
even higher, are shown. Many consider a reasonable return on the VE investnent
to be 10 to 1. But to be neaningful such clains must include an explanation
of the investnent base as well as the manner in which the productivity of the
VE effort is neasured. Productivity is a function of the savings resulting
frominplemented VE proposals. Productivity can be based on the savings for
one, three, five, ten, or nore years. Each possibility has its adherents.

Wthin the DoD, VE savings actions are reported in accordance wth
DoD Instruction 4245.8 which provides that nonetary savings will be cal cul ated
for three years. The savings for all three years (separately identified for
each year) are reported in the fiscal year that the action is accepted and
| npl enent ed.

Simlarly, the investnent base is al so subject to interpretation.
For instance, a VE staff of four (a manager, two specialists, and a secretary)
m ght incur direct payroll costs of $125, 6000 per year. Sone might consider
this the total investment in VEE  Qhers might wish to include such overhead
costs as fringe benefits, taxes, travel, telephone, facilities, etc., which
m ght add another $50,000. Still others mght wish to charge the VE program
for the time and expenses of others on the VE program For exanple, five
managers neeting as a VE council for 1.5 hours a nmonth m ght charge the VE
program $10,000 per year. O, non-VE personnel supporting VE efforts m ght
cost the VE program $200 per day salary plus any other expenses incurred.
Thus, a nmanager who includes all of the expenses necessary to operate a VE
program mght consider a nore conservative 5 to 1 net return on investnent
to be a nore realistic goal.

As the program matures, it should be reviewed periodically and a “rate
of return determned. Knowing the basis for the statistics regarding the pro-
gram a manager could then adjust the VE investment as necessary to maintain
an adequate return. The experience of others and know edge of the results
achi eved by other prograns may be used as a guide to determne the initial
i nvestment and expected rate of return. But the results attained will deter-

m ne a manager’s subsequent investment decisions. if the investment cost is
exceeding the savings or providing a poor rate of return, the programmay be
overstaffed or for other reasons not be functioning properly. In this case

a manager may wish to make whatever adjustments are likely to yield a nore
productive VE program On the other hand, an extrenmely high rate of return
may indicate that an increase in investnent in VE nmay provide even greater
savi ngs.
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Organizing the VE Capability

A Placement within the O ganization e
There is no preferred position within the organizational structure for
the VE function. The mssion of the parent activity greatly affects the type
and | ocation of the VE organization. Basic differences exist between devel op-

ment, acquisition, production, reprocurenment, and maintenance activities.
‘Some Organi zations may be devoted al nost entirely to one of the above. But

in most cases, there is a conbination of activities with which to deal. The
structure of the VE organi zation will vary to correlate with the functions
and responsibilities of the activity of which it is a part. For exanple, a
conpany specializing in research and devel opnent on advanced aerospace equi p-
ment generally will be heavily engineering oriented. |In this instance, the
principal focus for VE usually falls within the engineering departnment. On
the other hand, a manufacturing conpany primarily engaged in the production
of standardized mlitary itenms which are procured in |large quantities on a
recurring basis tends to concentrate VE effort in the production departnent.
Anot her conpany that subcontracts a great portion of the total dollar value
of its contracts mght well place primary enphasis on VE in the purchasing
department. Sone large conpanies, like the DoD, place operating VE el enents in
several activities such as engineering, purchasing, production, and marketing.

B. Categories of Responsibilities

It is usual practice to divide the VE responsibilities into tw cate-
gories, the coordinating and the operating conponents. Coordinating tasks are
t hose undertaken to assist those who performactual VE efforts. Exanples of
coordinating tasks are overall program control, assignment of savings goals,
al l ocation of resources, determnation of priorities, neasurenent of progress,
and devel opnent of VE policies and procedures. (perating tasks are those
concerned with the direct support or actual performance of VE. ‘Those assigned
operating tasks conduct VE studies and generate and present VE proposals
(VEPs ) . Al'so, they are usually assigned the responsibility for assuring
that a VEP (or a VECP) is carried through to either inplenentation or
rejection. (In some organi zations, those performng coordinating tasks
share this responsibility.)

The coordinating and operating el ements may be vested in one group.
This group can be subdivided, formally or informally, to satisfy both sets
of duties. Wen the value studies constitute a variable workl oad supporting
several projects or prograns, a centralized VI,organizational structure nay
be the nost effective arrangenent. Under this “pool” concept, the VE personnel
are technically assigned to projects as required while admnistratively report-
ing to the central VE group. This type of organization would, for exanple,
permt a single staff group to provide direct support for a nunber of program
or project offices. As the value program matures and its scope expands, it
may be desirable to separate the coordinating and operating elenents. Aso,
the size of the-parent activity wll influence the nunber of levels and type
of structure for the VE elenent. For exanple, in a small organization the VE
conponent may be organi zed as a single element or even as one person, enbody-
i ng both the coordinating and operating responsibilities. On the other hand,
in a very large organi zation there may be a nunber of VE program managers wth
subordinates , all of whom performonly the coordinating tasks. In addition,
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there may be a number of operating VE units in each of the major departnents
of each facility. Al though both coordinating and operating tasks are vita

for a successful program the ratio of “doers” to coordinators should always
be as |arge as possible.

Met hods of Operation

The VE operating conponent can be organi zed any nunber of ways, depending
upon the size, project mix, and structure of the parent organization” In
practice, nost of the patterns fall into three categories. These nethods are
not nmutually exclusive. Many organizations use themin conbinations. Sone
even use all three at the same activity. The three methods are:

A Milti-Dscipline Project Teans

Task force teans of specialists, including full-time value engineers,
may be assigned to val ue engineer specific products. Normally team nmenbers
represent many disciplines or occupational specialties such as design, pro-
duction engineering, purchasing, industrial engineering, manufacturing,
| ogi stics managenent, user, etc. The conplexity of the study subject and
its cost determ ne the magnitude of the effort undertaken by the project team
The team may work on a full- or part-time basis. Teanms have been established
for as short a termas two weeks or for as long as six nonths. This method
of organi zing the operating conponent has the advantage of bringing together
a nunber of diverse yet conplenentary talents which provide a nulti-discipline
approach to the problem \Wen the task is conpleted and the proposed renedies
are accepted and inplenented, the teamis disbanded.

B. Project Value Engineers

Using this approach, a value engineer is assigned to a particular pro-
ject and made responsible for a continuing VE effort from design through
production. In this case, one or nore value engineers technically conpetent in
the assigned product area is assigned responsibility for ensuring optinum val ue
in the product at every stage in its developnment. This nethod of organizing
the VE effort has the advantage of providing VE continuity through all design
and production decision points. The approach is nost useful when projects are
of sufficient economc promse to justify assigning value personnel on a
full-time basis.

c. Procedural Review Points

Wth this nethod, a value engineer participates in all decisions at
establ i shed review points such as design reviews, make-or-buy revi ews, systems
integration, draw ng-release points, etc. The value engineer in this case is
responsible for ensuring that value considerations are given proper weight at
each decision point. This approach permts the VE staff toprovide coverage
for nore projects. Although this procedure does not encourage intensive VE
studies, in some cases it has been organized in a nanner that would subse-
quently lead to such studies.

4-5



VE in the Project Managenent O fice (PMO)

—.—Two aspects must be considered when establishing and operating a VE
programin a PMO.  They are managing the VE effort and performng the actua
VE studies. Generally, VE studies nust be acconplished at an appropriate

| evel of responsibility (system versus detail) wthin the organization. If
systens engineering is a part of the actual work of the PMO, then VE studies
can be acconplished as part of the systemengineering effort. |f the PMDis
a separate organi zational entity fromits systemengineering element (as for
‘exanple, in technical direction and systemengineering contracts), the PMO VE
role may be prinmarily one of managenent. Managing VE in a PMO woul d incl ude
identifying areas for VE study, arranging for contract incentive clauses, and
nmonitoring the results. It might also include arranging (and possibly
managi ng) VE task forces staffed (or augnmented) by personnel tenporarily
recruited from other sources.

There are inherent variations in the operation of project offices. To
effectively manage VE, each PMO should establish VE objectives, develop a plan
for achieving these objectives, and incorporate procedures for measuring pro-

gress toward the established objectives. The plan should take into account
all the VE resources available to the PMO both contractual and organic. Figure

| V-1 offers three different PMO VE program options. These prograns differ
primarily in the anmount of manpower required. The basic objectives of each
option are to reduce costs and neet any assigned VE savings goals wthout
inpairing essential performance. Slight variations of these options should
fit nmost PMO situations.

Wthin the DoD, nost of the procurement dollars are spent by the PMOS that
nmanage nmjor weapon systems. The DoD seni-annual reports, therefore, include
statistics on VE acconplishnments in each major programin order to enphasize
their inportance.

Mbtivational Considerations
A. Coal Setting

Announcenent of an overall VE program savings goal is not likely to
stinulate extensive participation in a VE program by subordi nate organi zations.
| nst ead, each subordinate activity should accept responsibilities for a specific
portion of the overall goal. Collectively, these sub-goals should add up to
the total goal. This goal apportioning continues down through the entire
organi zation. Achieving the VE savings goal should be the responsibility of
the line organization, not the VE staff. |In this way, savings becone a line
management responsibility. The entire organi zati on becones conmtted to achiev-
ing the savings targets. [Each organizational conponent has a known specific
target against which it can measure its own achievenents. The VE goal s assigned
to an organization are expected to be “reasonable” in that the target is not
set so high as to be unattainable, nor so low as to require little effort to
neet it. Howeve r, the goals are intended to be attainable only by a concerted
effort. This provides the inmpetus for each conmponent to concentrate on pro-
jects prom sing the greatest dollar return per hour of VE effort. To assure
a continuing notivation, previously announced targets shoul d be given renewed
enphasi s periodically.
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SOVE PROGRAM MANAGEMENT OFFI CE vE OPTI ONS

Opti ons Actions Manpower Conment s
Option 1 - Mni- 1. Establish and operate One person part Program desi gned
mim Invest- VE reporting procedure. tine, if procure- primrily for
nent Program 2. Encourage contractors ment and techni cal meeting VE program
and subcontractors to personnel are made goals. Requires
submt VECPs (letters responsi bl e for periodi ¢ manage-
by Frogranlnanager) encour agi ng con- ment review of
3. Publicize and reward tractors to subnit  results obtained
achi evenents. VECPs . and periodic re-
achi evenent s. mnders to per-

sonnel to continue
actions 1t and 2.

Option Il - Actions 1 thru 3, plus: One person full This option is
Medi um | nvest - 4.  Establish cost target time if assignnent i ntended to achieve
ment Program program is primarily coordi- VE through indivi-
5. Establish procedures nation tasks. If dual efforts as part
to identify areas operating tasks are of overall task.
for VE studies. al so included, nman- Requi res training
6. Assign VE study res- power requirenent plan.  Should
ponsibilities during woul d vary with reduce costs be-
program revi ews, and si ze of system- yond goals. Manage-
design reviews. engi neering group ment review of pro-
7. Visit contractors to (approx one per 50). gress again required.

revi ew VE program pro-
gress and encourage
VECP subm ssi ons.

Qotion |11 - Actions 1 thru 7, plus: Per specific target. Mre resources applied
Maxi mum | nvest - 8. Conduct selected VE 2 to 5 people for to high-dollar oppor-
ment Program team or task force 12 to 15 weeks. tunities. VE opportun-

efforts on areas of May be part tine, ity enphasized for
hi gh potential savings no |less than half- bot h management and
(in-house or joint day neetings. operating personnel.
Gover nnent/ cont ract or Ful | -scal e effort Task forces al so
efforts). (conpl ete analysis train, denonstrate
of system: 2t 06 benefits, and noti-
key PMO systens vat e personnel
engi neers supported Jeimnt contractor
by 10 to 30 addi- Covernment efforts
tional people who conserve Governnment
could cone from manpower and denon-
external source. strate benefits of
Hel p to manage FAR VE clauses to
effort may also be i ndustry and govern-

avai l able externally Task ment personnel.
force may neet for
up to two nonths.

Figure I'V-1

o 4-7



One nmethod used to establish a goal is to conpute the anticipated
cost of the VE programand nultiply it by ten. A second method is to assunme an
average |evel of cost reduction through VE on the entire product mx. Although
the cost of the itens studied nay be reduced by 20 percent, 30 percent, or even
nmore, the total cost of the entire mx is not |ikely to be reduced by this
ampunt as an average. A very conservative across-the-board figure of 5 percent
(or some other percent) of the total cost m ght be reasonable for a savings
goal. Initial goals set on this basis may be subsequently revised as appro-
priate. Sone commercial entities report that as nuch as 20 percent of their
‘net profit after taxes results fromtheir in-house VE program

Wthin the DoD, a goal of 0.7 percent of the procurenent TOA was set
for the Contractor VECP programin 1979. Each Mlitary Departnent is respon-
sible for allocating this goal anong its major purchasing activities. Each
DoD Conponent reports its acconplishnents versus the goal sem -annually. In
addition to dollar goals, sonme DoD Conponents set annual goals for the nunber
of VE actions. This serves as an additional stimulus to the VE program

B. Recognizing Contributors

The purpose of the VE staff is to act as a catalyst for the overall
VE savings program  Since VE savings goals are assigned to the line or program
managenment organi zation, the dollar savings are credited to the elenent res-
ponsible for taking the action. Wthin the DoD, the el enent whose budget is
affected by the savings action, (usually the elenent responsible for inple-
menting the proposed change) is responsible for reporting the savings. The
reported savings is then credited against the specific VE goal of the reporting
element. Current DoD policy is to report all VE savings that result from VE
actions taken by personnel of DoD Conponents or VE actions on existing defense
contracts that require Governnent approval (VECPs).

Official recognition of contributors is vital to realizing the full
potential of VE. A DoD manager needs to kmow which enpl oyees enhance the
| mage of an agency spending the tax dollar wsely. An industry manager wants
to know which enployees are sufficiently conpetitive and profit-mnded to apply
VE resources and mnet hodol ogy nost effectively.

The assignment of credit can be nore subtle and conplex than the
di rect neasurement of VE savings. The system used by managenent to measure
the results achieved by organizational elenments participating in the VE program
can be developed into a nmotivational force to encourage inplenenting VE pro-
posals. For instance, one |arge aerospace contractor noted that its Governnent
contracts’ staff placed very little enphasis on presenting VECPs to its DoD
custonmers despite the significant profit opportunity that they represented. A
study of the problemrevealed that the net effect on the marketing group of
accepted and inplenented VECPs was a reduction in contract sales achievenents
equi val ent to the reduction negotiated in the contract price. To counteract
this negative incentive, the Government contracts group is now credited with
the sales equivalent to the savings reward earned for a VECP. For exanple, an
accepted $100, 000 vECP (wWith a 50 percent sharing clause) used to result in the
sales group losing credit for $100,000 in sales. Now CGovernnent sales m ght be
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credited with something Iike $625,000 in sales based on an assuned 8 percent
average gross inconme to sales. This procedure encourages the Government
contracts group to strike a proper balance between its marketing efforts on
new contracts and VECPs based on profit potential rather than inpact on sales
dol | ars.

The DoD has an annual honorary awards program for VE. The awards
programis intended to acknow edge those individuals, program nanagers,
organi zations , contractors and VE specialists whose VE efforts were exenplary
and resulted in substantial savings benefits during a particular fiscal year.
Under this program each DoD Conponent is encouraged to forward one nom nee
in each of five categories: DoD program manager, DoD field command or instal-

| ation, DoD individual, DoD contractor, and VE professional. In addition,
each DoD Conponent may al so provide additional awards to its contractors or
personnel who nerit recognition for |lesser but still significant achievenents.

For exanple, one DoD Conponent provides an award to contractors wth approved
VECPs of $50,000 or nore. Another recognizes individuals who reach savings
of $100,000 or nore.

Program Contr ol

Listed below are itens of information normally included in a VE program
control reporting systemwthin a contractor or Governnent activity. Not all
| tens woul d necessarily be reported to top managenment. O those that do
appear, many woul d be summarized rather than reported in detail.

0 | dentification of the unit preparing the report.
0 Date the report was prepared.
0 Tine period covered by the report.

0  Nunber of VE proposals approved and inplenmented during the reporting
period, including net DoD savings antici pated.

0  Nunmber of VE projects currently under study.

0  Nunmber and dol | ar savings of VE proposals currently being eval uated.

0  Breakdown of
over 60 days).

age” of proposals under evaluation, (i.e., Oto 60 days,

0  Nunber of personnel spending nore than half their time on VE work.

0 Total cost of VE program |ast twelve nonths.

0 Ratio of savings to cost of program |ast twelve nonths.

For DoD Conponents, sem -annual reports are required in accordance wth
DoD Directive 4245.8. Additionally each accepted VE action is to be entered
into the appropriate VE data base. For supply and service contracts, a DD

Form 2333 is to be used to forward the information to the DoD VEDISARS.
Construction actions are forwarded to the VE-trieval system
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Audit System
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A. Program Gt
There are two basic types of audit procedures. First, is the VE pro-
gram audit, an on-site qualitative evaluation of the VE effort. Program audits
can be internal (i.e. , within the DoD or within contractor establishnents) or
a custoner audit of supplier VE operations. Regardless of the type, the sub-
stance of the audit is the same. It includes an exam nation of the organiza-
tion, staffing, procedures, and budgets of the VE el ements throughout the
organi zation. The audit team may also verify the validity of reported VE
savings. In order to Oinimze the cost of the VE audit, it is generally
integrated into previously established audit functions. The frequency of
audits depends upon available manpower resources. (Once a year iS a reason-
abl e goal, not always achieved in actual practice.

B. Savings Actions
A second type of audit procedure is used to validate each reported
savings action against the established criteria. In the DoD, estimated savings
are reviewed before Conponent sem -annual reports are submtted. Normally, all
reported savings are both supported and validated fromrecords and docunentation
existing within the reporting organization.

Current guidance for the in-house DoD VE program specifies a conpre-
hensi ve audit of actions which save $100, 000 or over in any one of the three
reporting years. Savi ngs bel ow $100, 000 a year are given desk reviews and
occasionally a very limted field audit. The cognizant auditor for the
reporting activity either validates each savings action or provides a signed
statement setting forth the reasons for nonvalidation. Only validated savings
are reported. \Wen reporting officials do not concur with an audit nonvalida-
tion and are unable to settle the dispute at the local level, a copy of the
non-val i dated individual savings action; the auditor’s statenent; and a
rebuttal to audit conclusions are forwarded through channels for review and
final decision at a higher headquarters I|evel.

Sunmmary

Mai ntai ning an effective VE program requires continuous nonitoring and
control. The initial investment in VE mght be funded at 0.1 percent to 0.5
percent of the organization’s budget (or sales for industry). Return on
i nvestnent may range froma conservative 3 to 1 to a ratio of 10 to 1 or even
higher. The results achieved will dictate the nature of the adjustnents in
the VE investnment. The VE functions nust be positioned in the organization
in such a way as to be able to adequately perform both coordinating and
operating functions. VE is generally acconplished in one of three ways:

(1) multi-discipline project teans; (2) project-value engineers; and (3)
procedural review points, or a conbination of these. The VE capability in a
Program Managenment O fice nust conpl ement and provide direct support to those
undertaki ng value studies, as well as coordinate in-house and contractor VE
programs. VE goals will be influenced by differences in product mx, VE cap-
ability, size of the organization, etc. Broad targets, however, can often

be set by (1) multiplying the cost of the VE effort by a target ratio, or
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(2) taking a predeterm ned percent of the total product dollar volune. A
reporting system neasures progress toward the targets and provides a quanti -
tative measurenment of the program A well-designed reporting systemis con-

SRR cise, responsive, accurate, and tinely. Sunmary reports are enployed for

- hi gher |evel use. The concept of “reporting by exception” is utilized when
appropriate. An audit system provides an on-site qualitative neasurenent of
the VE program as well as verification of reported savings. The VE audit
shoul d be integrated with existing audit functions to mnimze cost. Figure
IV-2 provides a checklist useful to contractors in evaluating their VE program

.
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CONTRACTOR VE PROGRAM CHECKLI ST
1. Do you set conpany or division goals for VECP incone?
2. Are VECP goals established for line departnment and program managers?

3. Does top nmanagenent review VECP income and approve VE operating goals
and budgets.

4. Does conpany top nmanagenent neet with key custoner personnel to agree
on VECP goal s and processing on major contracts and prograns?

5. Do personnel, such as marketing, work on the “teanf and do they receive
credit for VECPs approved, or are they "penalized" due to reduced credit for
reduced contract price?

6. Do your negotiators understand VE clauses in the FAR? Do you request
and negotiate for fair terns?

7. Do you place VE sharing provisions in your subcontracts? _

8. Is VECP incone identified separately by accounting so that (1) Renego-
tiation Board review is eased, and (2) top managenment can recogni ze con-
tribution of VE?

9. Do you assign resources to the devel opnent and marketing of specific
VECPs?

10. Do you operate in a manner that allows you to minimze tine to (1)
devel op a VECP and (2) obtain internal conpany approval prior to submttal to
t he Governnent?

11. Do you conduct formal VE workshops to expand your in-house cap-
abilities and educate your’ custoner?

12. Do you exploit the benefits of using prelimnary VECPs with your
cust oner ?

Figure IV-2
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